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OUjLuJl jbJJl OL^L^I UJb Jp ^ <Uj^LJI 01 jUSI I A SB JJ UiJ? 

5.1 Relevance A^jyU«Ji ^ 3 *^ ' a««^ 12 xJi *3 (js****^ uuuuuu jiyili 3 > b jia 

^JLi *>Ui lg~> Ul a yya j£- ji u^wb <uSf cjlyi)l ibxii ^ a yya O^So' <UJ%s ^aJ <UjJUc«Jl JLiP UJ? 

.jlyijl ibyl 5yJ^ jjP 

Relevant information is capable of making a difference in the decisions made by users. 

??« Jiy> ^jLi j^isl <UJ%dl OlajLtdl ^1 

Jpju jl Aj.LS'U <Lpl A^u3 IgJ j <Uj«Ai A^u3 L^J OlJ-Ai J^Pl jAM U! C~^" y) ASya 

Financial information is capable of making a difference when it has predictive 
value, confirmatory value, or both. 

J*aaU ^ J p-JutS" A^jS iojA^aJJ Oti" AaJ^uit 

Financial information has predictive value if it has value as an input to predictive 
processes used by investors to form their own expectations about the future. 


potential investor ^s*i Nippon <JrN), aS^ ^ isjJs\ {S ^Ji ^ l j y^j 

current resources and claims to those resources igspis* aj|j~Ji JJb-l 
its dividend payments, and its past income performance tJyAf 

?<ul OUp os 

to predict the amount, timing, and uncertainty of Nippon’s future cash flows. 

AjAJ'UJI A-PUryu^l A^pjt OUS} iwJs 

Relevant information also helps users confirm or correct prior expectations; it has 
confirmatory value. 

y»V' tiJ?- i^spb year-end financial statements Ji ^Sks ijs a~J JUi aS^i 

It confirms or changes past (or present) expectations based on previous evaluations 

^gju 

It follows that predictive value and confirmatory value are interrelated. 


Predictive and confirmatory values are inter-related (e g. the same information 
may confirm a previous prediction and be used for a future prediction). 


OLiP ^yAPL^Jfc OUlyJl j* Uj Jyp*s!l <^yu~<Jl jPpv ^1 iojLuJi SijlgJl UI ^ju 

<Urb- ij'j ( ^A«I j <W?yi Jl j£j\ 
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For example, information about the current level and structure of Nippon’s assets 
and liabilities helps users predict its ability to take advantage of opportunities and 
to react to adverse situations. 

a cuS* ji confirm #i y* 

The same information helps to confirm or correct users' past predictions 
about that ability. 

Jl Jit 


Relevance: This quality concerns the decision-making needs of users. 
Relevance helps users: to evaluate past, present or future events (i.e. has a 
Predictive value); and to confirm or correct their past evaluations (i.e. has a 
Confirmatory value) 


jJUb l« Jju a?- 

Materiality is a company-specific aspect of relevance. 

.jtjiili ^gis- Jijt 1^3 j^~ JJ j~X) (Ji t 3a?- y*i 

Information is material if omitting it or misstating it could influence decisions 
that users make on the basis of the reported financial information. 

ojS' JLiwP' 

An individual company determines whether information is material because both 
the nature and/or magnitude of the item(S) to which the information relates must be 
considered in the context of an individual company's financial report. 

Information is immaterial, and therefore irrelevant, if it would have no impact on a 
decision-maker. In short, it must make a difference or a company need not disclose 
it. 

JMA 4j1 

?? individual company^! company-specific aspect ^dk^ia aJ 

iji Materiality Ji 3a?- JV 

One of the more challenging aspects of accounting because it requires evaluating 
both the relative size and importance of an item. 
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. . Si li 4jJ ^9 iLijj i^Jjl <Uj j»P 

Jl ikjj^ d...^ ' J t lyu Jlio 4s? 

Materiality varies both with relative amount and with relative importance 
JA J>0 tJcS- ^JU Jj~U H (.JiJlSOj Dj~U ) *_) OU™a ^9 j*ASsSy 4 A O^i" bbta 
dXolp IgwSA) IgJbUyS l$Jb- SS^Si dJbJl ^Hp Y » <— J iolp jS- cJUp d^-j Oj~L«J 

A dS^JdJJ 4,.^, ' Jb (_aJ*^T 0 1 <Lolp jS’ v. cliCa cJUp d^-j (_aJ| ^ « ) «_A)jLa«j ^ * * 

INCOME Ji % Y ^ <_iJi Y * J^uUnusual gain 


it appears insignificant whether the amount of the unusual gain is set out separately 
or merged with the regular operating income. The gain is only 2 percent of the 
operating income. If merged, it would not seriously distort the income figure. 


INCOME jj> %o « o J^u. Unusual gain c B J 2L^Ji 

However, it is relatively much more significant than the larger gain realized by 
Company A. For Company B, an item of $5,000amounts to 50 percent of its income 
from operations. Obviously, the inclusion of such an item in operating income 
would affect the amount of that income materially. Thus, we see the importance of 
the relative size of an item in determining its materiality. 

Companies and their auditors generally adopt the rule of thumb that anything under 
5 percent of net income is considered immaterial. 

. V IgJbJj ZS'jJi J) btJ? j*j 

However, much can depend on specific rules. For example, one market 
regulator indicates that a company may use this percentage for an initial 
assessment of materiality, but it must also consider other factors. 

For example, companies can no longer fail to record items in order to meet consensus 
analysts' earnings numbers, preserve a positive earnings trend, convert a loss to a profit or 
vice versa, increase management compensation, or hide an illegal transaction like a bribe. 
In other words, companies must consider both quantitative and qualitative factors in 
determining whether an item is material. 

Thus, it is generally not feasible to specify uniform quantitative thresholds at which an 
item becomes material. 
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: Jyii Uil a ait 

Materiality judgments should be made in the context of the nature and the 
amount of an item. 

: JjjLj oaT" Jp b- OLiP 

The relevance of information is affected by its nature and its materiality. 

iJbJl iL^tfb’iJb <^bf C ojJl <wl jib IAJj t J J5" SjbjS" i>_ *J g 

t/ <i-UaJ' 5.2 Faithful representation 


jJ^SjsJb uu Oi <bl^- 
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ILLUSTRATION 2-7 

Conceptual Framework 
for Financial Reporting 



QUALITATIVE 

CHARACTERISTICS 

1. Fundamental qualities 

A. Relevance 

(1) Predictive value 

(2) Confirmatory value 

(3) Materiality 

B. Faithful representation 

(1) Completeness 

(2) Neutrality 

(3) Free from error 

2. Enhancing qualities 

(1) Comparability 

(2) Verifiability 

(3) Timeliness 

(4) Understandability 



OBJECTIVE 

Provide information 
about the reporting 
entity that is useful 
to present and potential 
equity investors, 
lenders, and other 
creditors in their 
capacity as capital 
providers. 


First level: The 'why* — 
purpose of accounting 


L0 4 






SECOND LEVEL: FUNDAMENTAL CONCEPTS 


Fundamental Quality — Relevance 


Fundamental 

quality 


RELEVANCE 


Ingredients of the 

fundamental 

quality 


I 


Predictive 


Confirmatory 

value 


value 


I 

Materiality 


To be relevant, accounting information must be capable of making 
a difference in a decision. 
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SECOND LEVEL: FUNDAMENTAL CONCEPTS 


Fundamental Quality — Relevance 



Financial information has predictive value if it has value as an input to 
predictive processes used by investors to form their own expectations 
about the future. 


2-17 


LQ4 
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SECOND LEVEL: FUNDAMENTAL CONCEPTS 


Fundamental Quality — Relevance 


Fund am entail 
quality 


I 

Ingredients of the 
fundamental Predictive 

quality value 


Relevant information also helps users confirm or correct prior 
expectations. 
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SECOND LEVEL: FUNDAMENTAL CONCEPTS 


Fundamental Quality — Relevance 


Fundamental 

quality 


RELEVANCE 


Ingredients of the 

fundamental 

quality 


l 

Predictive 

value 


Confirmatory 

value 


Materiality 


Information is material if omitting it or misstating it could influence 


decisions that users make on the basis of the reported financial 
information. 
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